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Republ i ¢ of Ecuador

The Covernment of Ecuador (GOE) wll transfer the
loan and |ocal counterpart resources to the Secre-
taria Nacional de Gencia y Tecnologi a [National
Ofice of Science and Technol ogy] (SENACYT), which
will execute the program through the Fundaci 6n para
la Cencia y la Tecnologia [Science and Technol ogy
Foundat i on] ( FUNDACYT) under an agreenent for
techni cal -cooperation funding and econonmic assis-
t ance.

| DB: US$24 million (OC) 80%
Local counterpart funding: US$ 6 million 20%

Tot al : US$30 million 100%
Anortization period: 25 years

Di sbur senent peri od: 4 years

Interest rate: vari abl e

I nspection and supervision: 1%

Credit fee: 0. 75%

The basic purpose of the program is to help
strengthen the scientific and technol ogi cal capacity
of Ecuador to transformit into a stepping stone for
econom ¢ and social devel opnent. The program wll
contribute in particular to boosting the national
capacity to assimlate, adapt, generate, and use
sci ence and technol ogy as useful instruments to shape
a new pattern for the country's entry into the world
econony, based on the efficiency of its productive
activities and rational use of its natural resources.

The program consists of the following five conpo-
nents: (a) approximately 50 research and devel opnent
(R&D) and scientific and technol ogi cal services (STS)
projects, for a total estimated cost of US$9.1 ml -
lion, at least 75 percent of which will be earnarked
for R&D projects with results that can be inmediately
transferred to the productive sectors and STS proj -
ects; (b) eight science and technol ogy infrastructure
projects, for a total value of US$3.5 mllion, to be
executed in five universities; (c) establishnent and
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operation of a financing facility for around 30
private-sector innovation and noderni zati on projects,

for a total value of US$2.5 mllion; (d) training of
approxi mately 125 persons in postgraduate prograns
i n Ecuador and abroad, in disciplines pertaining to
the programis priority areas (US$4.9 mllion);
(e) strengthening the national science and technol ogy
system and the technical, operating, and pronotional

agency of that system the Fundaci 6n para la G encia
y la Tecnologia [Science and Technol ogy Foundati on]

(FUNDACYT) by neans of studies, dissenm nation of
information, and other activities (US$1.8 mllion).
In addition, repaynent of the PPF and part of the
i ncrenental costs incurred by FUNDACYT in executing
the programwi |l be financed (US$2.7 mllion).

At its nmeeting of April 8, 1991, the Environnent
Conmttee (EC) classified this project as a Category
Il operation.

The program is specifically designed to inprove the
nati onal capacity to devel op, absorb, adapt, and use
sci ence and technol ogy. Accordingly, the operation
does not conform to any of the criteria that would
classify it as targeting poverty reduction, as set
forth in the report on the Ei ghth Repl eni shnent.

The operation will increase the country's capacity
to: (a) conduct scientific and technol ogi cal
research and make wuse of the findings thereof;
(b) absorb science and technology from abroad;
(c) pronote cooperation between the academ c sector
and the productive sector of the econony; and
(d) retain professionals specially trained for
scientific and technol ogi cal work.

Si nce FUNDACYT has been recently established, wth
new procedures for allocating resources and newy
hired personnel, there is a risk that program execu -
tion will be slow and operating capacity limted at
the outset of the operation. To dimnnish these risks
and pave the way for the consolidation of FUNDACYT as
an agency to pronote a coordi nated science and tech -
nol ogy program (a) a sanple equivalent to 75 per-
cent of the research, services, and infrastructure
projects to be executed by the wuniversities and
research centers has been prepared; (b) clear-cut
rules and procedures have been drawn up to regul ate
execution of all conponents; (c) highly qualified
personnel have been recruited, including the best of
those trained during program preparation; and (d) a
specialized institution has been identified to
adm ni ster the schol arshi ps abroad.
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The usual risk that the activities included under the
programwi ||l not be continued once execution has been
conpleted mnust also be considered. Bui l ding up
national capacity in this field and the type of
economic and social benefits derived therefrom
normal |y have long gestation periods. If future
governments do not allocate the necessary funds to
continue financing the scientific and technol ogical
activities initiated under the program the desired
objective will not be attained. Proper execution of
this programwoul d contribute to future continuity of
t hat financi ng. To diminish this risk, it has been
proposed that the borrower set up a stable source of
funds to ensure the future operation of FUNDACYT.

As an exception to the policies on contracting
consulting firms, FUNDACYT will <contract the Latin
Ameri can Schol arship Program of American Universities
(LASPAU) to administer the scholarships abroad
conponent . This is justified by the technical
advantages of this specialized agency in terns of
experience, cost, and coordination capacity.

The programis consistent with the Bank's strategy in
Ecuador to support efforts to nodernize the state and
the productive sectors of the econony. Based on the
Law on State Mbdernization and Privatization, Ecuador
has replaced a government agency (CONACYT) with
FUNDACYT, a private agency with a mnmore flexible
structure that can pay competitive private-sector
sal ari es. As a result, an inprovenent is expected
both in the efficiency and quality of the services
provi ded.

Prior to the first disbursenent: (a) SENACYT nust
sign a technical -cooperati on and economni c assi stance
agreenent with FUNDACYT whereby the latter is
authorized to accept the financing and the | ocal
counterpart funding and agrees to fulfill all the
conditions set forth in the loan contract;
(b) FUNDACYT must sign an agreenent wth the
Corporaci 6n Financiera Nacional [National Finance
Corporation] (CFN) to admnister the financing for
the private-sector innovation and technol ogy nodern-
ization projects; (c) SENACYT nust approve and
FUNDACYT must inplenment the general regulations for
program execution agreed on wth the Bank;
(d) FUNDACYT  nust i mpl enent t he syst ens for
adm ni stration and technical and financial nonitoring
of the projects financed; and (e) FUNDACYT nust have
reached agreement with the Bank on the organization
and technical and admnistrative nmechanisns that wll
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be used for procurenent, pursuant to the procedures
set forth in the annexes to the contract (para-
graph 3.37).

Wthin three nonths after the date of eligibility for
the first disbursenent, FUNDACYT nust sign a
contract, acceptable to the Bank, wth the agency
that will be responsible for admnistering the
schol ar shi ps abroad conponent (paragraph 3.38).

Wthin 30 nonths of the date on which the contract is
signed, the borrower nust: (a) have set aside, in a
manner acceptable to the Bank, the equivalent of
US$10 nmillion and have arranged to nake over to

SENACYT the annual inconme from these funds for
transfer to FUNDACYT as a subsidy for a period of 15
years. The investnents nmade with the funds nust

yield FUNDACYT a high enough return to ensure that
the science and technology policy established and
adm ni stered by SENACYT is viable; and (b) rmnust have
submitted a fornmalized legal instrument, acceptable
to the Bank, attesting to the irrevocable transfer to
FUNDACYT of the incone from the above-nentioned
i nvest nents (paragraph 3.39).



